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Preface
This booklet has been prepared to provide guidance to the
independent auditor in examining and reporting on personal financial statements of an individual or a group of related individuals.
The benefits of an independent auditors report on personal
financial statements are becoming increasingly recognized by
credit grantors, public officials or candidates for public office,
and the general public. Yet, there has been little authoritative
literature to which independent auditors might turn for guidance, and consequently, the form and content of personal financial statements and the auditors' reports have varied widely. To
provide guidance and to aid in improving such statements and
reports, the Committee on Personal Financial Statements has
prepared this audit guide setting forth its recommendations.
The Committee believes that generally accepted accounting
principles and auditing standards developed for commercial enterprises are applicable in general to personal financial statements. These principles and standards are not discussed within
this guide. Rather, the Committee has concerned itself with the
special problems inherent in auditing and reporting on personal
financial statements.
The principal purposes and objectives of this audit guide are:
1. To recommend the form and content of financial statements for an individual, or a group of related individuals,
and the presentation of certain financial information.
2. To recommend disclosures to be made in personal financial
statements.
3. To discuss some of the more unusual aspects of auditing
and reporting on personal financial statements.
4. To provide a set of illustrative personal financial statements.
Committee on Personal
Financial Statements
June 1968
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Statement of Assets and Liabilities
General
This guide deals with financial statements which present the
assets and liabilities of an individual or a group of related individuals (a family) and, where the information is appropriate,
a statement of changes in net assets since the last audit or for
some other period of time.
This guide does not deal with reports prepared for limited
purposes that relate only to certain specific aspects of financial
statements or transactions of individuals. Such reports are
tailored for the particular circumstances and specific information
desired, just as they are in the case of similar reports for commercial enterprises. Therefore, no attempt is made to cover them
in this publication, except to state that, in accordance with
Chapter 13 of Statement on Auditing Procedure No. 33, all
such special reports should be prepared in a manner clearly
setting forth what is being presented, the basis of the presentation and the degree of responsibility that the independent auditor is taking.

Entity to be Covered
Personal financial statements may be prepared for an individual, a husband and a wife or a larger family group, as the
circumstances may require. Ordinarily, a combined statement
of assets and liabilities of both spouses, and possibly those of
minor children, will be the most appropriate presentation of
1

personal financial information in view of the purposes for which
most personal financial statements are used. However, in many
situations, an additional statement setting forth each individuals
interest in the net assets of the combined statement may be useful and should be included. In any case, there should be a clear
indication of the individuals covered by the statements.
Where financial statements are prepared for only one of a
group of joint owners of assets, or where additional statements
are prepared for each individual owner, only the share which
the individual has a right to as a beneficial owner under the
property laws of the state should be included as part of his
assets.
Where property is held in joint tenancy, as community property, or a similar situation, and the legal status of the separate equities of the parties is not clear, the advice of an attorney
may be required in determining whether the interest in such
property should be included among the assets and, if so, the
proper allocation under the applicable state laws. Where such
property is included in the combined personal financial statements of a husband and wife or a larger family group, full disclosure of the circumstances is generally necessary.

Form and Content
The form and content of financial statements presenting assets
and liabilities of individuals have not been given as much attention by the accounting profession as those for commercial enterprises. To achieve a desirable degree of uniformity and provide
meaningful information, the Committee believes that fianancial
statements for individuals should be prepared on a cost basis,
in conformity with generally accepted accounting principles.
Accordingly, accrual accounting should be used, and cash basis
statements are not appropriate.
The Committee recognizes that a disparity frequently exists
between cost and estimated values. When the more common
reasons for the use of personal financial statements are considered,
it is evident that this disparity creates a need for a clear presentation of estimated values. For example, financial statements
may be used for personal purposes, estate and income tax planning, contemplated retirement, credit purposes and public dis2

closures by political candidates. In these situations, additional
financial information on an estimated value basis is useful. Accordingly, the Committee recommends that the statement of
assets and liabilities, restated at estimated values, be included
as additional financial information.
A two-column presentation of personal financial statements
is recommended as the most useful and easily understood. The
first column should present financial data on the cost basis,
paralleled by a second column presenting estimated values. Financial statements illustrating this approach are set forth in the
Appendix.
The Committee believes that it is not desirable to present
financial statements on the estimated value basis without inclusion of the related cost data.
Comparative statements for at least two years may be desirable in some cases. When comparative statements are presented,
a statement of changes in net assets is recommended.
The Committee recommends that the financial statement be
titled "Statement of Assets and Liabilities" since this will be
more readily understood by users of personal financial statements, than the traditional statement titles, "Balance Sheet,"
"Statement of Financial Condition" and "Statement of Financial
Position." "Excess of Assets over Liabilities" is recommended as
the caption of the equity section, to maintain consistency with
the statement title.
Certain items frequently included in personal financial statements are discussed in the following sections:
A. Business interests, proprietorships and partnerships
Business interests which constitute a significant part of the
overall assets should ordinarily be shown separately and described specifically, with further explanatory information in the
footnotes to the financial statements.
An investment in a separate entity, such as a closely held
corporation or a partnership, even if controlled by the principals,
or a business operated as an individual proprietorship, generally
should be shown in one amount as an investment. Assets and
liabilities of the separate entity should not be combined with
personal items of a similar nature. Where investments are ma3

terial in relation to the overall statement of assets and liabilities,
information regarding the various assets and liabilities and
operating results of the entity should be set forth in summary
form in the footnotes or as separate supplementary financial
statements.
In the case of individual proprietorships, there may be little,
if any, distinction between personal and business assets and
liabilities, except on a completely arbitrary basis determined
by the proprietor. This fact should be considered in deciding
the manner in which the financial information is presented.
B. Personal effects
Normally, objects of art, jewelry, household furnishings and
other personal effects should be included in the financial statements. However, personal effects are often immaterial and consequently are omitted from financial statements or included at
a nominal amount. Frequently, it is impractical to devote time,
effort and expense to determine cost and estimated values for
these immaterial items.
If personal effects are material in relation to total assets, their
omission would cause the financial statements to be incomplete. Accordingly, if omitted, the independent auditor should
appropriately qualify his opinion.
C. Future interests
Individuals may have future interests in such items as pensions, profit-sharing plans, deferred compensation contracts,
beneficial interests in trusts, remainder interests in property subject to life estates and annuities, and other rights. These future
interests are often omitted from personal financial statements
because the individual may not have an immediate call on them.
However, the present value of such future interests should be
included as assets in the estimated value column of the financial
statements if the property rights are vested.
If material future interests are not included in the financial
statements because circumstances exist that preclude the determination of a fair value, a footnote should be included in the
financial statements disclosing all pertinent information concerning the interests.
4

D. Income taxes
1. Current taxes payable—The liability for income taxes
payable should include, in addition to any unpaid taxes
for completed taxable years, an estimated liability for
any elapsed part of the current taxable year up to the
date of the statement of assets and liabilities. This provision should be computed on a basis which relates the
tax to taxable income in the period. The method of computing the liability should be disclosed in a footnote.
2. Deferred income taxes—cost basis—The income tax basis
of certain assets may differ from the cost basis shown in
the financial statements. Where a difference exists, tax
deferrals should be provided for in conformity with generally accepted accounting principles as set forth in
APB Opinion No. 11.
3. Accrued income taxes on net unrealized appreciationestimated value basis—An accrual for income taxes on
net unrealized appreciation (the difference between
the tax basis of the net assets and estimated value) is
required in the presentation of the estimated value
column in personal financial statements. This accrual
is necessary because the estimated values cannot generally be realized without incurring taxes. The type of
asset, the time of sale and anticipated applicable rates
are matters to be considered in making the accrual.
The basis of the income tax computation should be fully
disclosed in a footnote.
E. Estate or gift taxes
In the estimated value column there may be instances, such
as planning for the funding of estate and inheritance taxes,
planning for a program of gifts, etc., where it would be appropriate to accrue estate, inheritance or gift taxes in lieu of
income taxes on unrealized appreciation.

Classification of Assets and Liabilities
The financial affairs of individuals do not generally involve a
business cycle because the realization of assets and the liquida5

tion of liabilities are usually dependent upon the individual's
circumstances. Accordingly, the concept of working capital, as
related to business enterprises, is generally not appropriate for
individuals. Ordinarily, the most useful and readily understood
presentation is to set forth the assets and liabilities in order of
liquidity and maturity without classification between current and
non-current.

Cost Basis
For assets acquired in various ways, the definition of cost
basis as used in this guide is as follows:
1. Property acquired by purchase—Cost is the amount paid,
or to be paid, when acquired.
2. Property acquired by trade—Cost is generally the fair
value of the property given up in exchange or the fair
value of the property acquired, whichever is more
clearly evident. There may be cases where it is more
appropriate for the cost of property given up in exchange to be recorded as the cost of the property received, particularly when the fair value is not readily
determinable. (Any significant difference between the
income tax basis and the cost basis of the property
should be disclosed in a footnote.)
3. Property acquired by inheritance—Cost is the fair value
at the date of inheritance. (This generally is the value
used in the final determination of the federal estate tax
or state inheritance tax.)
4. Property
property
between
property

acquired by a gift—Cost is the fair value of the
at the time of gift. (Any significant difference
the income tax basis and the cost basis of
should be disclosed in a footnote.)

Business interests, such as sole proprietorships, partnerships,
joint ventures and corporations taxed under Subchapter S of
the Internal Revenue Code, should be presented in the cost basis
column at cost adjusted for any accumulated undistributed earnings or losses since acquisition.
6

Provision should be made for depreciation of income-producing property, such as rental property. In the case of non-income
producing property, for example a personal residence, the carrying basis should be original cost unless there is evidence of a
permanent decline in value.

Estimated Value Basis
As previously indicated, the Committee recommends that additional financial information, setting forth the assets and liabilities
on an estimated value basis, should accompany the financial
statements presented on the cost basis.
"Estimated Value" should represent fair market value in instances where it can be determined or reasonably estimated.
Fair market value may be defined as the value determined by
bona fide bargaining between well-informed buyers and sellers.
In the case of closely held business interests, where fair market
value is not ascertainable, cost adjusted for any accumulated
undistributed earnings or losses since acquisition may be appropriate.
Assets which are difficult to value may constitute a substantial
portion of an individual's holdings. The following paragraphs
discuss certain of these assets as well as methods of determining
an estimated value.
A. Marketable securities
Careful consideration should be given to the determination
of the estimated value of marketable securities. Quoted market
prices or actual sales prices may require adjustment in view of
the relative size of the investment. For example, a large block
of shares might not be salable at the same quoted price at which
a small number of shares have been recently sold or quoted.
Further, a substantial minority interest may be difficult to sell
even if there have been isolated sales of small numbers of shares.
On the other hand, a controlling interest may be proportionately
much more valuable than minority interests which may have
been sold. Reference should be made to Statement on Auditing
Procedure No. 34—Long-Term Investments when dealing with
assets of this nature.
7

B. Investments in closely held businesses
The estimated value of interests in closely held businesses,
represented by securities which are not ordinarily traded on the
open market, may be difficult to determine. There is no single
established formula for determining estimated values. The methods most commonly used, some of which do not necessarily
represent current fair value, are as follows:
1.
2.
3.
4.

Book value.
Reproduction value.
Liquidation value.
Capitalized earnings value.

In partnerships and in corporations with a limited number of
stockholders, there may be agreements which contain provisions
as to the amounts to be paid to a withdrawing partner or owner
in the event of death, retirement or withdrawal. These agreements may be the basis for determining estimated values.
C. Real estate
Procedures which may be employed in the determination of
estimated value of real estate include (a) obtaining estimates
of selling prices and selling costs and expenses from independent
real estate agents or brokers who are familiar with the particular
type of real estate in similar locations, (b) investigating assessed values for property taxes, taking into consideration the
usual relationship of assessed values to actual market values in
the particular area, ( c ) investigating actual sales of similar real
estate in similar locations, and (d) inquiring as to available appraisals which have been made for obtaining loans or other
purposes.

Required Disclosure
The financial statements on the cost basis, as well as the
additional financial information on the estimated value basis,
should meet the requirements of the third standard of reporting, "Informative disclosures in the financial statements are to be
regarded as reasonably adequate unless otherwise stated in the
report."
8

In addition to the disclosures which would normally be required in connection with financial statements (e.g., commitments; long-term leases; maturities, interest rates and other pertinent details of long-term debt; assets subject to lien; effect of
significant subsequent events), the additional financial information on the estimated value basis should disclose as a minimum,
the following information in the footnotes:
1. The basis of determining the amounts set forth as estimated values.
2. The method of determining the tax effect on the difference between tax basis of net assets and estimated value.
3. The existence of future interests in trust agreements,
pensions, deferred compensation, annuities, and similar
agreements, and liabilities which are only contingent
and therefore are not to be included in the financial
statements (See Accounting Research Bulletin No. 50).
The notes to the financial statements should be segregated
into notes which pertain only to the cost column and those
which pertain only to the estimated value column. This approach
is illustrated in the financial statements presented in the Ap-
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Statement of Changes in Net Assets
A single statement of changes in net assets should generally
be presented rather than two separate statements, one for income and one for other changes. This presentation is considered
preferable because of the mixture of business, personal and
family items in personal financial statements. To be informative,
the statement should disclose the major increases and decreases
in the individual assets and liabilities. An illustration of this
presentation appears in the Appendix. A statement of changes
in net assets is not necessary for a fair presentation of assets and
liabilities.
Where a statement of changes in net assets is prepared, the
two-column approach, as previously recommended, should be
followed.
10

Applicability of Generally Accepted
Auditing Standards
Cost Basis
Generally accepted auditing standards are applicable to examination of personal financial statements in the same manner
as to the examination of other financial statements. The scope
of the independent auditor's work should be such as to enable
him to establish that the statements are in conformity with generally accepted accounting principles and that he has a reasonable basis for expressing an opinion.
The standards of field work require the independent auditor
to study and evaluate the system of internal control and to obtain sufficient competent evidential matter to afford a reasonable
17

basis upon which to form an opinion. Because of the nature of
personal records, there may be difficult problems in applying
these standards. Certain of these problems are discussed below:
A. Lack of internal control
Individuals may not have an effective system of internal control to assure the recording in all instances of (a) acquisitions
of assets, (b) creation of liabilities and ( c ) receipt of income.
In such cases it may be difficult, or impossible, to determine
that all material assets and liabilities are disclosed in the financial statement. This will be particularly true if the accounting
records are incomplete. An omission of material assets or liabilities would be misleading to users of the financial statements.
The possible dangers and uncertainties arising from a lack of
internal control are generally more common in the case of personal accounts than in other situations. In the examination of
a business where there is little or no internal control, ordinarily
the independent auditor will extend his audit tests and shift the
timing of his audit procedures to attempt to satisfy himself as
to the reliability of the accounting records. The independent
auditor should take a similar approach in the case of personal
financial statements. However, these procedures may not result
in the independent auditor being satisfied as to the reliability
of the accounting records, and in such cases he would necessarily
disclaim an opinion on the financial statements.
The independent auditor must consider his evaluation of the
system of internal control, in the light of all of the surrounding circumstances, to determine the extent of the tests he will
perform. Further, he should keep in mind the principles set
forth in paragraphs 5-8 of Chapter I of Statement on Auditing
Procedure No. 33 relative to misrepresentations by a client.
The independent auditor is responsible for exercising due professional care, but he does not guarantee that all possible misrepresentation will be discovered.
When the independent auditor has exercised due professional
care in the conduct of his examination and nothing in the cir-
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cumstances or in his findings indicates undisclosed assets or
liabilities, he may express an unqualified opinion.
B. Lack of complete records
The records of individuals are frequently informal. Only a
portion of their assets and liabilities may be recorded. In some
cases, the only amounts recorded may be investments and the
liabilities arising from borrowed money or from financing purchases of such investments. The accounting records may omit
many personal assets such as bank accounts, residences, household furnishings and other personal effects, as well as liabilities
for current expenses, mortgages and taxes. The lack of complete
records presents the independent auditor with a difficult problem as to unrecorded assets and liabilities.
Where the records are not complete, the independent auditor
may increase the extent of his testing of available records and
other documents and apply other auditing procedures. For example, a detailed examination of cash transactions may disclose
unrecorded assets as well as liabilities. Further, the independent
auditor may, with authorization from his client, obtain information from outside sources to assist him in forming his opinion.
Such sources might include the client's attorneys and bankers
and other individuals in the financial community, such as insurance underwriters, who might have knowledge of the client's
financial affairs.
It may be desirable to investigate public records of mortgages
and liens on property in jurisdictions where the individuals
reside or where assets are located and, where appropriate, to
request confirmation. Income tax returns, revenue agents' reports
and other tax files and general correspondence files may be inspected. In a first engagement, files and records for a period
of several years may be inspected for indication of unrecorded
assets and liabilities.

Estimated Value Basis
Estimated values may result from appraisals and computations
as well as estimates. The methods of determining estimated
13

values may vary from the date of one financial statement to
another because of changed conditions and changes in available
information. Some changes in the methods of determining estimated values may be necessary to present the best available
estimates of current value. All such changes in methods of valuation and the effect, if reasonably determinable, should be disclosed in the footnotes.
The recommended guidelines for the determination of "Estimated Value" are set forth on pages 7 and 8.

Letters of Representation
The third standard of field work requires "sufficient competent
evidential matter . . . to be obtained through inspection, observation, inquiries and confirmation to afford a reasonable basis
for an opinion regarding the financial statements under examination."
It is recommended that a letter of representation be obtained from the client. These written representations should not
be regarded as relieving the independent auditor of audit responsibilities. However, letters of representation will assist him
in meeting his responsibility to exercise due professional care in
objectively determining and presenting all the pertinent information necessary for fair presentation. In addition, a representation
letter reminds the client that he is primarily responsible for the
accuracy and completeness of the financial statements. It is advisable to discuss the representation letter with the client before submitting it for signature to prevent any possible misunderstanding of the reasons for obtaining it and to assist in clarifying
the matters which it covers.
The date of the representation letter should be no earlier than
the date of completion of all important auditing procedures. This
date will usually coincide with the completion of work at the
client's office. A copy or draft of the financial statements, including footnotes, may be attached to the representation letter
as an appendix and incorporated in the letter by reference.
Representation letters should be worded to fit the individual
circumstances of each engagement. An illustration of a letter of
representation is as follows:
14

Mr. and Mrs. Individual
Smith, Jones & Co., CPAs
(Address)

Gentlemen:
You have been engaged to examine and report on the
financial statements of
for the
ended
, 19
A
draft of the statements is attached to this letter.
In connection with the examination, you have inquired as to
significant facts having a bearing on these statements. In
answer to your inquiry, we submit the following representations with respect to the amounts shown in the attached statements, which are true to the best of our knowledge and belief:
1. The assets constitute, except for immaterial items of a
personal nature, all assets owned by us.
2. The liabilities constitute, except for immaterial items of
a personal nature, all amounts owed by us, and we have no
known contingent liabilities. Also, there were no agreements subordinating any liability to any other liability.
3. The changes in net assets for the aforementioned
period, including the individual amounts for income, personal expenditures and other transactions, appear to be
reasonably stated.
4. Information has been furnished to you with respect to
all pensions, annuities, patents, stock options and other important contracts in effect during the period covered or
becoming effective thereafter.
5. We have satisfactory title to all assets. With the exception of our residence, our assets have not been pledged as
security for any liability nor encumbered in any way.
15

6. Both the cost basis and the estimated value of all assets
are fairly stated.
7. We have no contractual obligations of a material
amount for purchase or construction of real estate, for purchase of investments or for purchase of personal assets.
8. Federal income tax returns have been examined by the
Internal Revenue Service through
and
the provision for income taxes in the financial statements is
adequate.
9. There have been no material changes, since the aforementioned date of our financial statements, which should be
disclosed in order that the statements are not misleading.
Date Signed
Mr. Individual
Mrs. Individual

16

The Independent Auditors Report
The independent auditor's report on the personal financial
statements, including both cost and estimated value bases, should
refer separately to (a) the statement of assets and liabilities and
the changes in net assets on the cost basis in conformity with
generally accepted accounting principles, applied on a consistent
basis, and (b) the additional financial information on the estimated value basis.
Reporting requirements of Chapter 10 of Statement on Auditing Procedure No. 33 are applicable to the financial statements
prepared on the cost basis.
The fourth reporting standard requires that the independent
auditors report contain a clear-cut indication of the character
of his examination, if any, and the degree of responsibility he is
taking. Accordingly, because the standard short-form report covers only the basic financial statements on the cost basis, the independent auditor must add language to clearly establish his
position regarding the presentation of the additional financial
information on the estimated value basis. Paragraph 2, Chapter
12 of Statement No. 33, discusses reporting on additional financial information presented in addition to the basic financial statements.
An additional paragraph should be added to the standard
short-form report clearly setting forth the degree of responsibility
which the independent auditor is taking for the additional information presented on the estimated value basis. His responsibility for estimated values is limited to determining that they
are presented on the bases disclosed in the statements or footnotes and that disclosure is adequate.
17

An illustrative auditor's report may be worded as follows:
We have examined the statement of assets and liabilities of
Mr. and Mrs. Individual on the cost basis (Column A) as of
December 31, 19 , and the related statement of changes in
net assets for the year then ended. Our examination was made
in accordance with generally accepted auditing standards, and
accordingly included such tests of the accounting records and
such other auditing procedures as we considered necessary in
the circumstances.
In our opinion, the accompanying statements on the cost
basis (Column A) present fairly the assets and liabilities of
Mr. and Mrs. Individual at December 31, 19 , and the
changes in their net assets for the year then ended, in conformity
with generally accepted accounting principles applied on a
basis consistent with that of the preceding period.
We have also determined that the additional information set
forth in the accompanying statements on the estimated value
basis (Column B) is presented on the bases described in the
statements or in the footnotes. However, we do not express an
opinion on the amounts shown as estimated values.
The independent auditor may, in some circumstances, consider
it desirable to refer in his report to the location of the accounting records. The reference could be included in the scope
paragraph at the end of the first sentence as follows: "prepared
from the records maintained at (location)."
When the independent auditor is unable to satisfy himself as
to the possible existence of unrecorded assets or liabilities which
might be material in the circumstances, he may disclaim an
opinion along the following lines:
Assets and liabilities could exist which would not necessarily
be revealed by our examination because of the lack of accounting records and control over the acquisition and disposition of
personal assets and the creation of personal liabilities.
Because of the possible material effect of such items, if any,
we are unable to express an opinion on the accompanying
financial statements.
Qualifications or disclaimers of opinions should follow the
guidelines set forth in Statement on Auditing Procedure No.
33.
In those instances in which the independent auditor expresses
a qualified, adverse or disclaimer of opinion on the cost basis,
the effect on his opinion as to the estimated value basis should
18

be considered. For example, where a qualification of opinion
relates to a limitation on the scope of audit, such as non-confirmation of receivables, and the independent auditor does not
satisfy himself by other procedures, such qualification would also
relate to the estimated value column. In this situation, the third
paragraph of his report may be worded as follows:
We have also determined, with the exception stated above
relating to receivables, that the additional information set forth
in the accompanying statements on the estimated value basis
(Column B) is presented on the bases described in the statements or in the footnotes. However, we do not express an
opinion on the amounts shown as estimated values.
In situations where the exception on the cost column relates
to non-conformity with generally accepted accounting principles, the departure affecting the cost column will not necessarily affect the estimated value column. For example, an
exception to the presentation of a residence at appraised values
in excess of cost in the cost basis column will relate only to that
column.
Where an investment in a related entity, the income therefrom or the possible direct or contingent liabilities in connection therewith is sufficiently material in relation to the personal
financial statements taken as a whole, it may not be appropriate
to give an opinion on the statements unless the related entity
is also audited. (See Statement on Auditing Procedure No. 34.)
Where an investment in a business enterprise is sufficiently
material and the examination of the business enterprise has been
made by other auditors, the procedures suggested in paragraphs
32 to 36 of Chapter 10 of Statement on Auditing Procedure No.
33 relating to the use of the reports of other auditors apply.
Opinion No. 8 of the Committee on Professional Ethics states
that "When a member believes financial statements are false or
misleading, denial of opinion is insufficient." In any instance
where the independent auditor concludes, on the basis of facts
known to him, that the estimated values are set forth on bases
which are false or intended to mislead and such financial information is not corrected, he should disclose these facts in his
report, or refuse to permit his name to be associated with the
statements in any way.
19

APPENDIX

Illustrative Financial Statements
The financial statements include:
1. Statement of Assets and Liabilities
2. Statement of Changes in Net Assets
3. Notes to the Financial Statements
An illustrative opinion appears in the section "The
Independent Auditors Report" on page 18.

MR. AND MRS. INDIVIDUAL

Statement of Assets and Liabilities
December 31, 1967
Column A
ASSETS

Cost
Basis

Cash
$ 11,079
Marketable securities (Note 2)
29,578
Cash value of life insurance
4,647
Net assets of ABC Proprietorship (Notes
1 and 3)
47,970
Interest in net assets of XYZ Corp.
(Note 4)
3,000
Residence, pledged on mortgage note
(Note 6)
42,000
Automobiles
3,000
Jewelry (Note 6)
6,300
Paintings (Note 5)
10,000
Household furnishings
2,000
Vested interest in QM Corp. Pension
Trust
Investment in real estate (Note 6)
30,678
Contingent asset (Notes 8 and 9)
—
TOTAL ASSETS
190,252
LIABILITIES
Accounts payable and accrued expenses..
3,290
6% note payable, unsecured, due January
15, 1969
15,000
5½% mortgage, maturing in 1974, secured
by residence (Annual amortization and
interest payments amount to $2,680)..
19,790
Accrued income taxes payable, net of
prepayments
2,400
Accrued income taxes on unrealized asset
appreciation (Note 7)
TOTAL LIABILITIES
40,480
EXCESS OF ASSETS OVER LIABILITIES $149,772

Column B
Estimated
Value
Basis
$ 11,079
42,227
4,647
65,280
4,730
67,000
3,000
8,400
20,000
2,000
17,810
41,000
—
287,173
3,290
15,000
19,790
2,400
24,230
64,710
$222,463

The Notes to the Financial Statements are an integral part of this
statement

MR. AND MRS. INDIVIDUAL

Statement of Changes in Net Assets
Year Ended December 31, 1967
Column A
Cost
Basis
NET ASSETS, January 1, 1967
Add—Income and Other
Increases in Net Assets
Dividends on stock
Interest income
Salaries and bonuses XYZ Corp
Drawings from ABC Proprietorship
Gain on the sale of securities
Increase in value since January 1, 1967
Marketable securities
Net assets of ABC Proprietorship (net
of drawings)
Interest in net assets of XYZ Corp
Vested Interest in QM Corp. Pension
Trust
Residence
Total
Deduct—Expenses and Other
Decreases In Net Assets
Interest expense
Decrease in value of automobiles
Income taxes
Real estate taxes
Personal expenditures
Provision for income taxes on unrealized
asset appreciation
Total
NET ASSETS, December 31, 1967

Column B
Estimated
Value
Basis

$146,046

$215,998

1,565
845
4,040
16,000
3,989

1,565
845
4,040
16,000
1,743
2,936

3,618
—

4,300
613

-

547
1,120

30,057

33,709

1,870
1,125
4,000
1,873
17,463

1,870
1,125
4,000
1,873
17,463

-

913

26,331

27,244

$149,772

$222,463

The Notes to the Financial Statements are an integral part of this
statement.
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Notes to the Financial Statements
December 31, 1967
COST BASIS COLUMN
Note 1—Net Assets of ABC Proprietorship
A summary statement of the net assets of the proprietorship as
of December 31, 1967, follows:
Current Assets
$37,694
Land, Building and Equipment, net
25,570
Other Assets
2,110
Total
Current Liabilities
Deferred Items
Long-Term Debt
Total
NET ASSETS

65,374
5,790
3,094
8,520
17,404
$47,970

Income before provision for income taxes for the year ended
December 31, 1967 amounted to $19,618. Drawings by Mr.
Individual during the year were $16,000.
A certified public accounting firm has examined the financial
statements of the proprietorship as of December 31, 1967 and
expressed an unqualified opinion on them.

ESTIMATED VALUE COLUMN
Note 2—Marketable Securities
The amounts shown as market value at December 31, 1967
were arrived at as follows:
Stocks—Quoted closing or latest bid prices
Bonds, U.S.—Quoted latest bid prices
Bonds, Other—Quoted latest bid prices
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Marketable securities consist of the following:
STOCK:
American Industries, Inc
Colleen Fabrics Corp
Do-All Manufacturing, Ltd
Thomas Lighting Company
Maureen Fashions, Inc
United Products
U. S. Equipment Rentals

Shares

Cost

Market
Value

100
1000
50
75
225
500
100

$ 1,647
9,696
913
1,097
7,674
2,312
239

$ 4,003
15,322
401
4,243
8,949
1,676
920

23,578

35,514

2,000
4,000

2,713
4,000

6,000

6,713

$29,578

$42,227

BONDS:
United Products 6¼% due 7-1-84 ..
U. S. Government 5½% due 11-15-76

Note 3—ABC Proprietorship
Estimated value is based on an offer to purchase the net assets
of the business, dated September 17, 1967. Mr. Individual has
refused the offer.
Note 4—Interest in Net Assets of XYZ Corp.
Estimated value of the 25% interest in the net assets of the
corporation is based on unaudited financial statements as of
September 30, 1967. Management of XYZ Corp. has reported
that no material financial changes have occurred since that date.
Note 5—Paintings
Estimated value is based upon a bona fide offer to purchase
the paintings by Modern Galleries, Inc. on December . 16, 1967.
Note 6—Appraisals
Estimated value is based upon independent appraisals obtained from individuals and/or firms (could be named) for the
following assets:
Residence
$67,000 (1)
Jewelry
8,400 ( 2 )
Real Estate
41,000 (3)
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( 1 ) Recent purchases of homes within the same general area
approximate the appraised valuation. The assessed real estate
value (100% valuation) was determined in 1966 to be $61,000.
(2) Mrs. Individual's jewelry has been insured in the amount
of $8,400.
(3) The assessed real estate value (100% valuation) was determined in 1965 to be $38,000.
Note 7—Accrued Income Taxes on Unrealized Appreciation
Unrealized appreciation in value of assets would, if realized,
require payment of taxes at capital gains rates. Therefore, the
accrual has been made on that basis.
CONTINGENT ASSETS
Note 8—Stock Option
Mr. Individual has been granted an option to purchase 300
shares, or any part thereof, of QM Corp. common stock at a
price of $9 per share. The option expires on August 31, 1970.
The market value of QM Corp. common stock is approximately
$10 per share.
Note 9—Interest in Property Subject to Life Estate
Mrs. Individual is the beneficiary of the estate of John Smith,
her father, remaining at the time of the death of her mother.
Contingencies within the bequest preclude the actuarial determination of a present value.
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